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STAFF ALSO FOR T/IEP 

E.O. 11652: N/A 
TAGS: ENRG, IN, PK 

SUBJECT: ENERGY: SECOND OFFSHORE OIL CONTRACT SIGNED; 
ENCROACHMENT INTO PAKISTAN POSSIBLE 

REF: A. NEW DELHI 6395; B. NEW DELHI A-392, NOVEMBER 
3,1973 

SUMMARY: THE GOI SIGNED ITS SECOND OFFSHORE OIL EXPLORATION 
CONTRACT WITH A FOREIGN GROUP OF COMPANIES MAY 24 ( THE FIRST, 
WITH THE NATOMAS GROUP OF COMPANIES, BECAME REALITY MAY 14 - 
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REF A). OUR CALCULATIONS SUGGEST THAT A PORTION OF THE NEW 
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CONTRACT AREA MAY EXTEND INTO PAKISTAN TERRITORIAL WATERS. 
WE HAVE ASKED THE GOI FOR THE PRECISE LATTITUDE-LONGITUDE 
COORIDINATES USED TO DESCRIBE THE NEW CONTRACT (AS A CHECK 
AGAINST EARLIER GOI DATA PROVIDED TO THIS 
EMBASSY), AND WILL REPORT FINDINGS TO ALL INTERESTED POSTS 
ASAP. END SUMMARY. 

1. READING & BATES OIL AND GAS COMPANY, WITH MID-AMERICAN 
PETROLEUM CO., INC. (MAPCO) AND TERRA RESOURCES, INC. (ALL 
TULSA, OKLAHOMA, FIRMS), REACHED AN AGREEMENT WITH THE GOI 
MAY 24 FOR AN OFFSHORE OIL EXPLORATION CONTRACT IN THE 
VICINITY OF THE GULF OF KUTCH (AREA I - REF. B ) IN THE 
ARABIAN SEA. READING & BATES NOW HOLDS A DIAMOND-SHAPED 
AREA OF ABOUT 28,000 SQUARE KILOMETERS (10,81 1 SQUARE MILES) 
BORDERED ON THE NORTHEAST BY A PORTION OF THE WESTERN COAST- 
LINE OF THE STATE OF GUJARAT, ON THE SOUTHWEST BY THE SLOPE 

OF INDIA'S CONTINENTAL SHELF (BEYOND THE 100 FATHAM LINE), 

ON THE SOUTHEAST BY AREA II REF. B), AND ON THE NORTHWEST 
BY THE GOI'S INTERPRETATION OF THE INTERNATIONAL BOUNDARY 
BETWEEN INDIA AND PAKISTAN. REPORTEDLY, READING & BATES 
BLANS TO BEGIN OFFSHORE PRELIMINARY AND DETAILED SEISMIC 
SURVEYS AFTER THE 1974 MONSOON SEASON, ABOUT SEPTEMBER 1974. 

2. THE READING & BATES/GOI AREA I AGREEMENT IS 

ESSENTIALLY SIMILAR TO THE NATOMAS/GOI BAY OF BENGAL CONTRACT 
SIGNED MAY 14 (REF. A). IT FOLLOWS THE ''INDONESIAN-TYPE", 
PRODUCTION-SHARING APPROACH WHICH REQUIRES THAT THE CON 
TRACTOR STAND ALL EXPENSES FOR EXPLORATION AND DEVELOPMENT 
WITHIN ITS ASSINED CONTRACT AREA.IF OIL IS DISCOVERED 
IN PRODUCEABLE QUANTITIES, THE CONTRACTOR IS GUARANTEED A 
PAYBACK OVER A FOUR- YEAR PERIOD, OR ON THE BASIS OF 40 PER- 
CENT OF PRODUCTION, WHICHEVER INVOLVES THE SHORTEST PERIOD 
OF TIME ("COST OIL"). THE REMAINING 60 PERCENT (OR OTHER) 

WILL BE SHARED AS PROFIT (" PROFIT OIL") BY THE CONTRACTOR 
AND THE GOI AT 35 AND 65 PERCENT RESPECTIVELY. FOLLOWING 
PAYBACK OF THE COST OIL PORTION OF THE OVERALL AGRRF.MF.NT 
(WITHIN WHICH THERE ARE COST OIL AND PROFIT OIL SEGMENTS), 

THE CONTRACTOR'S SHARE WILL DROP TO ABOUT 25 PERCENT OF TATAL 
PRODUCTION, BUT COMPUTED TO PERMIT THE CONTRACTOR A PROFIT 
RETURN (EQUAL TO INITIAL COST) OVER A TOTAL CONTRACT PERIOD 
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OF 27 YEARS. 

3. THE CONTRACTOR WILL SELL TO THE GOI ALL COST OIL AND 
83-85 PERCENT OF ALL PROFIT OIL AT WORLD MARKET 

PRICES OF COMPARABLE QUALITY PERSIAN GULF CRUDE DISCOUNTED 
AND DELIVERED C.I. F. BOMBAY. ABOUT 15-17 PERCENT OF THE 
CONTRACTOR'S SHARE OF PROFIT OIL WILL BE SOLD TO THE GOI 
AT A CONCESSIONARY RATE OF ONE-FIFTH OF THE MARKET PRICE. 
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ALL PAYMENTS BY THE GOI WILL BE MADE IN FOREIGN EXCHANGE 
BACKED BY BANK GUARANTEE; PROFIT OIL WILL BE TAX-FREE IN 
INDIA; IMPORTED EQUIPMENT REQUIRED FOR EXPLORATION AND 
DEVELOPMENT WILL BE DUTY-FREE (CUSTOMS WAREHOUSE-BONDED); 
IMPORTED EQUIPMENT REQUIRED FOR OIL PRODUCTION AND ALL 
OTHER FIXED AND MOVEABLE ASSETS REQUIRED PERMANENTLY WILL 
BE DUTIABLE AND ENTERED AS GOI OWNED PROPERTY; AND THE 
CONTRACTOR WILL GUARANTEE TO TRAIN INDIAN TECHNIC AINS, MAKE MAX- 
IMUM USE OF INDIA-MADE GOODS AND SERVICES, AND PAY APPRO- 
PRIATELY AGREED-UPON SIGNATURE AND PRODUCTION BONUSES 
(AMOUNTS NOT DISCLOSED). 

4. DATA CURRENTLY AVAILABLE TO THIS EMBASSY SUGGEST THAT 
AREA I (DESCRIBED ABOVE) MAY ENCROACH UPON THE TERRITORIAL 
WATERS OF PAKISTAN. WHILE THIS IS BASICALLY AN INDO/PAK 
MATTER , AN AMERICAN FIRM WILL BE NONETHELESS 
OPERATING IN THE REGION. IN THE AMERICAN COMPANY’S 
INTEREST ONLY, WE THEREFORE ASKED THE GOI'S PETROLEUM 
MINISTRY FOR THE PRECISE GEOGRAPHIC DESCRIPTION USED IN 
ITS CONTRACT WITH READING & BATES. WE HAVE NOT SUGGESTED 
THAT A POSSIBLE INTERNATIONAL BOUNDARY ISSUE MAY EXIST. 

NOR DO WE PLAN TO. INDEED, THE INTERNATIINAL BOUNDARY 
(MEDIAN LINE) HAS NOT BEEN SURVEYED. AND MAY NOT HAVE 
BEEN QUESTIONED RECENTLY IN BILATERAL DISCUSSIONS BETWEEN 
INDIA AND PAKISTAN. WE DO HOPE TO CAUTION READING 
& BATES, HOWEVER, IF IN OUR VIEW A BOUNDARY QUESTION APPEARS 
TO EXIST AND IF IT APPEARS THAT THEIR FIELD OPERATIONS MAY TAKE 
THEM INTO A POTENTIALLY SENSITIVE AREA. 

MOYNIHAN 
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